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(ii) special tariffs or life line tariffs for low levels of use or consumption of 
services or for basic levels of service; or 

(iii) any other direct or indirect method of subsidisation of tariffs for poor 
households. 

(d) tariffs must reflect the costs reasonably associated with the rendering of the 
service including capital, operating, maintenance, administration and 
replacement costs and interest charges; 

(e) tariffs must be set at levels that facilitate the financial sustainability of the 
service, taking into accomit subsidisation from sources other than the service 
concerned; 

(f) provision may be made in appropriate circumstances for a surcharge on the 
tariff for a service; 

(g) provision may be made for the promotion of local economic development 
through special tariffs for categories of commercial and industrial users; 

(h) the economical, efficient and effective use of resources, the recycling of 
waste, and other appropriate environmental objectives must be encouraged; 
and 

(i) the extent of subsidisation of tariffs for poor households and other categories 
of users should be fully disclosed. 

DEFINITIONS 

Subsidised Services are services rendered by a municipality on behalf of another tier 
of government where the cost of rendering the service is covered by a subsidy 
received from the tier of government concerned. 

Tariff is the structure of payment for services which a municipality sets out for the 
provision of services to the local community, and includes a surcharge on such a 
structure. 

Total Costs is the sum of all fixed and variable costs. 

Trading Services are services rendered by a municipality where the tariffs have been 
compiled with the intention that the municipality generates a surplus (profit) on the 
delivery of the services. 

Two-part Tariffs are tariffs raised to cover the fixed and variable costs separately. 
The fixed costs are covered by dividing the total fixed costs by the number of 
consumers per category and the variable costs are recovered by dividing the total 
variable costs by the volume consumed. 

Variable Costs are those costs that do vary with the level of consumption or volume 
produced. 

PRINCIPLES AND CONCEPTS GUIDING TARIFF DETERMINATION 
Equity and Equality in Service Delivery 

A constant reality faced by municipalities within South Africa is that of differential 
levels in service delivery. While this is most strikingly illustrated in small 
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severe impact on many municipalities providing a partial or full electricity service 
where surplus income from electricity currently subsidises other services where the 
full cost of service delivety is not recovered from the community served. 

Cross Subsidisation 

The Municipal Systems Act in Section 74(2)(e) recognises the role to be played by 
cross subsidisation. While the intention of setting a tariff for a particular service is to 
recover the full economic cost - including capital, operating, maintenance, 
administration and replacement costs, and interest charges - from the consumers of 
the service, the real situation for may municipalities is that they are unable to do so. 
Cross subsidisation should, however, be confined to those services that are not 
revenue generating and, ideally, the source of subsidisation should be the property 
rates income generated by the municipality. 

Payment for Services 

( 

The Municipal Systems Act devoted an entil e chapter, Chapter 9, to the issue of credit 
control and debt collection. Once tariffs have been determined, seivices delivered and 
bills raised for payment, the response of consumers in terms of payment for services 
has a significant bearing on the financial sustainability of each service rendered. 
Municipalities have faced many difficulties in this respect - the issue is not just to 
ensure payment for services, but payment for services when payment is due, A delay 
in receiving its anticipated income places a municipality under pressure in terms of its 
cash flow and ultimately compromises the financial sustainability of its seivices. 

TARIFF DEVELOPMENT OVERVIEW 

Policy Statement 

In line with the national policy guidelines, the municipality will strive to achieve the 
following in determining and implementing its tariffs: 

Provision of an acceptable quality and quantity of sustainable basic seivices to all 
communities and residents residing within its area of jurisdiction by - 

- establishing, operating and maintaining a sound institutional capacity 
and service delivery infrastructure; 

- deploying resources to reflect local priorities and preferences and 
provide acceptable standards of service at the lowest possible cost; 

- providing services in an environmentally sustainable manner; and 

- aligning appropriate levels of service with affordability. 

Compliance with national macro-economic policy guidelines: 

o Setting competitive tariffs for business that will promote local economic 
development to attract new investments and assist local business to remain 
competitive; 

o Developing and implementing tariffs in a transparent manner so that tariffs 
are clear and easily understood; and 
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consumer or user of the services to which the tariff relates is not considered 
as a relevant criterion. The exception to this principle relates to the 
indigency relief measures approved by the municipality from time to time. 

o Tariffs should be developed and implemented in a transparent manner and 
the resulting tariffs should be clear and easily understood. This implies that 
every municipality responsible for ihe delivery of trading services must 
adopt a local tariff policy, in terms of the legislation, describing the 
objectives of each service and its associated tariff, the tariff structure and the 
process leading to the establishment of tariff levels. 

o Tariff levels must reflect the cost of delivering each trading service at a local 
and regional level. This principle does not prevent the subsidisation of both 
households and localities that are unable to afford the delivery costs of a 
basic level of services. However, those consumers who are able to afford a 
basic (or higher) level of service should be charged the full capital costs 
(including interest charges) and operating costs (including regulatory costs 
and administrative overheads or joint costs) of service delivery. 

o Tariffs should, where possible, be consumption based (users should pay in 
proportion the amount consumed) as this encourages efficient and 
environmentally sustainable resource use and promotes financial 
transparency. This is, however, dependent upon the existence of appropriate 
measuring technology and the ability to identify who is using the service. 

o The municipality undertakes to render its services cost effectively in order to 
ensure the lowest possible cost of service delivery. 

o All consumers should pay for the services they receive, with individual 
service demand for services expressed as far as possible, through then- 
willingness to pay the tariffs they are charged, within the framework of a 
subsidy to poor households. 

o Tariffs should facilitate stable revenue generation by the municipality. 

o Each tariff should include the costs of negative externalities generated by 
that service, such as environmental impact costs. These can be charged via 
resource charges, discharge fees or by imposing surcharges for excessive or 
wasteful use or consumption. These costs should be borne by the consumers 
of the services. 

o In line with the principles embodied in the Constitution and in other 
legislation pertaining to local government, the municipality may 
differentiate between different categories of users and consumers in regard 
to the tariffs which it levies. Such differentiation must, however, at all times 
be reasonable and fully discussed in each annual budget. 

o Tariffs should not be unfairly discriminate between customers in similar 
circumstances and should be consistently applied. 
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that fluctuate significantly over shorter periods are also met. This may mean 
that the services operate at less than full capacity at various periods, and the 
cost of carrying such surplus capacity must also be covered in the tariffs that 
are levied annually. 

o In adopting a two-tariff structure, namely a fixed availability charge coupled 
with a consumption charge, the municipality believes that it is properly 
attending to the demands which both future expansion and variable demand 
cycles and other fluctuations will make on service delivery. 

o It is therefore accepted that part of the municipality’s tariff policy for 
electricity seiviccs will be to ensure that those consumers who arc mainly 
responsible for peak demand will have to bear the costs associated with 
these charges. To this end the municipality will install demand meters to 
measure the maximum demand of the responsible consumers during certain 
periods. These consumers will therefore have to pay the relevant demand 
charge (levied by Eskom), as well as a service charge directly related to then- 
actual consumption of electricity during the relevant metering period. 

CALCULATION OF TARIFFS 

Overview for Ma jor Services 

In order to determine the tariffs which are to be charged for the supply of the four 
major services, the municipality has identified all the costs of operation of the 
undertakings concerned, including specifically the following: 

o Cost of bulk purchases in the ease of water and electricity; 

o Distribution costs; 

o Distribution losses in the case of electricity and water; 

o Depreciation expenses; 

o Maintenance of infrastructure and other fixed assets; 

o Administration and service costs, including - 

H service charges levied by other departments such as finance, human 
resources and legal services; 

H reasonable general overheads such as the costs associated with the 
office of the municipal manager; 

B adequate contributions to the provisions for bad debts and 
obsolescence of stock; and 

B all other ordinary operating expenses associated with the service 
concerned. 

o The intended surplus to be generated for the financial year, such surplus to 
be applied: 

H as an appropriation to capital reserves; and/or 

B generally hi relief of rates and general services; 

o The cost of approved indigency relief measures. 

The municipality will provide the first 50Kwh of electricity per month and the first 
6kl of water per month free of charge to consumers who have registered as indigents 
in terms of the municipality’s indigency relief programme. The municipality will 
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applicable, a demand charge appropriate to their respective levels of 
consumption; and 

o The local municipality’s departmental electricity consumption will be 
charged at cost. 

Water 

The categories of water consumers will be charged at the applicable tariffs as 
approved by the council in each annual budget. Tariff adjustments shall be effective 
from 01 July each year. 

Categories of consumption and charges for potable water will be: 

o All domestic consumers registered as indigents with the municipality will 
receive free the first 6 (six) kilolitres of water consumed per month. 
Thereafter a stepped tariff per kl as determined by the council from time to 
time will be applicable on metered water consumption; 
o All other domestic consumers will be charged for actual water consumption 
as a stepped tariff per kl as determined by the council from time to time; 
o The tariff applicable to domestic consumption of water will not exceed 75% 
per kl of the tariff applicable to other consumers. All other consumers, 
including businesses, industries and institutional consumers, will pay the 
same single tariff per kl, irrespective of the volume of water consumed; 
o A basic charge per water meter, as determined by the council from time to 
time, will be charged on all water consumers, except registered indigents 
and consumers using pre-paid meters; and 
o The local municipality’s departmental water consumption will be charged at 
cost. 

Sewerage 

The categories of sewerage users will be charged per month at the applicable tariff as 
approved by the council in each annual budget. Tariff adjustments will be effective 
from 01 July each year. 

Categories of usage and charges for sewerage will be: 
o 

o 


o 

o 


A basic (availability) charge per month will be charged for undeveloped 
erven, irrespective of their permitted or intended use; 

A fixed monthly charge based on the costs of a sewerage service will be 
charged for domestic consumers. Registered indigents may receive such 
discount on this charge as the council deems affordable when approving 
each annual budget, on the understanding that such discount will not be less 
than 50% of the monthly amount billed for this service; 

A fixed monthly charge based on the costs per sewer point / toilet will be 
charged to all businesses, industries and institutional users; 

A fixed monthly charge per sewer point / toilet will be charged to the local 
municipality’s departments - the charge will be equal to the lowest 
(domestic) tariff; 
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The following services are considered as economic services and the tariffs levied are 
to cover 100% or as near as possible to 100% of the budgeted annual operating 
expenses of the service concerned: 

B Maintenance of graves and gardens of remembrance; 

B Housing rentals; 

H Building plan fees; 

0 Sales of plastic refuse bags; 

H Sales of refuse bins; 

8 Clearing of stands; 

H Electricity, water and sewerage new connection fees; 

0 Sales of livestock and plants; 

B Photocopies; and 
B Clearance Certificates. 

The following charges and tariffs are considered as regulatory or punitive, and will be 
determined as appropriate in each annual budget: 
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